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Abstract

In contemporary legal systems, the insolvency and
bankruptcy of banks and financial institutions are, in many
instances, excluded from the scope of the general rules
governing the bankruptcy of merchants, companies, and other
legal persons, and are instead subjected to special regulatory
regimes. Within these exceptional frameworks, supervisory
authorities, deposit insurance institutions, and competent
courts play a central role in deciding whether insolvent banks
and financial institutions should undergo resolution and
restructuring rather than liquidation. The intervention of these
authorities is justified by broader concerns relating to public
order, financial stability, protection of depositors and other
stakeholders, and the preservation of public confidence in the
banking system. In the Iranian monetary and banking system,
the effectiveness of a bank resolution strategy likewise
depends upon granting adequate powers to the Islamic State,
the Central Bank acting on its behalf, and the Deposit
Guarantee Fund, enabling them to adopt and implement
exceptional regulatory measures capable of simultaneously
achieving these objectives without necessarily requiring the
consent of creditors. Employing a descriptive-analytical
methodology and a comparative perspective toward both
domestic practice and the manner in which the Iranian
government and the Central Bank have responded to recent
financial crises, this article examines the legal nature of the
bank resolution regime, identifies the competent authorities
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responsible for its implementation, analyzes the procedures governing its execution,
and clarifies the extent to which interested parties may challenge decisions
concerning the adoption and implementation of such measures. The article further
proposes recommendations aimed at improving the design, enactment, and
implementation of an effective bank resolution framework within the Iranian legal
system.
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Extended Abstract

The suspension of operations and bankruptcy of banks and financial and credit
institutions have, in numerous contemporary legal systems, been removed from the
scope of the general rules governing the bankruptcy of merchants, companies, and
other legal persons, and have instead become subject to specialized and exceptional
regulatory regimes. Depending on the legal system concerned, supervisory
authorities, deposit insurance institutions, and competent judicial bodies play a
decisive role in adopting measures relating to the restructuring and rehabilitation of
such banks and institutions. The justification for the intervention of these authorities
lies in broader concerns relating to the preservation of public order, the protection of
depositors and other stakeholders, the restoration of banking stability, and the
maintenance of public confidence in the national banking system. Within the Iranian
monetary and banking system, the effective implementation of bank restructuring
and resolution requires the delegation of extensive powers to the Islamic State, the
Central Bank of Iran acting on its behalf, and the Deposit Guarantee Fund. Such
powers enable these institutions to adopt and enforce exceptional regulatory
measures without the mandatory consent of creditors while simultaneously pursuing
public-interest objectives and safeguarding financial stability. Recruiting a
descriptive-analytical methodology grounded in library-based and comparative legal
research, this article examines the existing practices within Iran and the manner in
which the Iranian Government and the Central Bank have addressed banking crises.
The study first provides a general overview of the concept of bankruptcy concerning
both public and private banks, as well as financial and credit institutions, together
with a brief examination of the principal strategies available for overcoming banking
insolvency. It thereafter focuses specifically on the conceptual and juridical nature of
the strategy of bank restructuring, the governmental and non-governmental
authorities responsible for implementing such strategies within the Iranian monetary
and banking system, and the applicable procedural and regulatory frameworks
governing such implementation. The article further analyzes the legal position of
creditors, affected depositors, and shareholders of suspended or bankrupt banks and
institutions within the body of executive regulations associated with restructuring
mechanisms. The principal questions addressed in this study are, first, whether the
competent authorities involved in the restructuring process of suspended or bankrupt
banks and financial institutions operate as governmental, non-governmental, or
hybrid bodies; and second, the extent to which the decisions adopted by such
authorities possess binding and enforceable legal effect. The article also examines
whether such decisions are subject to judicial or administrative review, who may
challenge them, and the procedural conditions and limitations governing such
objections. Following an examination of the various restructuring methods, the
article advances several proposals concerning the optimal design, drafting,
enactment, and implementation of restructuring strategies within the Iranian banking
sector. Among the recognized restructuring methods, bank mergers have been
accepted pursuant to Articles 14 and 28 of the Sixth Five-Year Development Plan
Law, Article 21 of the Law on Permanent Provisions of National Development
Programs, and Articles 105 and 106 of the Executive By-Law on the Establishment
and Administration of Non-Governmental Credit Institutions. In addition, Articles
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590 to 616 of the new Bill of the Commercial Code have been devoted to the
regulation of corporate mergers. Nevertheless, given the highly specialized nature of
the banking sector, the adoption of sector-specific banking merger regulations
appears indispensable. Article 4 of the Usury-Free Banking Operations Law refers to
the mechanism of deposit insurance, while Article 95 of the Fifth Five-Year
Development Plan Law imposes obligations concerning membership in the Deposit
Guarantee Fund upon banks and credit institutions. Furthermore, Chapter Twelve of
the Draft Banking Bill of Iran, currently under consideration by the Economic
Commission of Islamic Consultative Assembly, is specifically dedicated to
regulation of the Deposit Guarantee Fund. Pursuant to Article 188 of the Draft
Banking Bill, membership of all banks in the Fund is mandatory. Articles 191 and
194 of the same draft respectively enumerate the duties and powers of the Fund,
including the payment of depositors’ claims following the declaration of a bank’s
suspension or bankruptcy upon the request of the Central Bank. With respect to
other methods of bank restructuring, no comprehensive regulations have yet been
enacted in Iran. Nevertheless, the Draft Banking Bill contemplates additional
restructuring mechanisms. Article 145 of the Draft provides that the Central Bank,
with regard to a distressed (failing or likely-to-fail) or suspended credit institution,
may adopt one of the following measures: merger or acquisition, purchase and
assumption, rehabilitation, or other measures proposed by the Central Bank and
approved by the Supreme Supervisory Board. Articles 147 to 151 of the Draft
subsequently define these restructuring models and establish the corresponding
regulatory framework. Although the Draft addresses the restructuring of banks and
credit institutions only briefly, the very inclusion of provisions concerning bank
restructuring and the recognition of several restructuring models constitute a
significant legislative innovation in Iranian banking law. In practice, bank
restructuring efforts in Iran have often lacked a coherent and effective statutory
framework and have therefore been implemented in an ad hoc and discretionary
manner. In light of these circumstances, the merger method appears preferable to
alternative restructuring mechanisms due to its comparatively lower implementation
costs. In cases where no viable proposal exists from a healthy bank for the
acquisition, purchase and assumption, or merger of a distressed institution, or where
the proposed solutions prove economically inefficient and excessively costly, the
mechanism of compensation through the Deposit Guarantee Fund becomes
applicable. Although the Deposit Guarantee Fund in Iran has not yet developed
substantial practical experience in bank restructuring, the use of deposit insurance
mechanisms remains common across nearly all legal systems, including jurisdictions
that continue to apply general bankruptcy rules to banks. Such mechanisms
contribute significantly to enhancing confidence in deposit security, safeguarding
public interests, and preserving economic and financial stability.
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